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China exhibits active intorest in Korea, : -
China's active interest In Kores iIo evidenced by the report that
prior to the arrivel of the UN Temporary Cormission in Seoul on 8 Januery,
liu Yuewan, Chinese Consul General in Seowl with the rank of Ilinistor and
China's deligate, contaoted various Yoreun leaders including Hoderate Dr,

Eim Kiu Sik and Extrems Rightist Rhee Syngmen. Liu also held a press
conference in which ho stated that if the Soviets refused to admit the
UN Commission to North Korea, tho Cormissiow would refer the problem o
the Little Assembly for the noxt diploratic move,

Australio's activities in the W Good Offices Cormmititen.

Australia hes been oriticised on the groumds that her activities in
the U2 Goed O-fices Comnittee have embarrassed the Dutch, nave been excesse!
ively pro-Indonesian. and have not contributed to the work of the Committeo.
The US membor of the GOC, however, has raported that any Augtrzlien partialitcy
for the Indomesions is more than matched by the Relgian partiality for. the
Dutoh; and that Australie has exhibited a high deprec of cooperation, fairness
and constructive effort,.

Plans to withdraw Australian Troops from Japan abandoned.

Minister for tne Army Chambers announced on 8 Jenuary that the Austrolion
Sovernment has abandoned all plans for wilthdrawing forces from the British
Commonwealth Oscupation Forces in Japan besause of the expeoted dalay in

‘conoluding the Japenese peace treaty. The vithdraml of British troops may

necessitate alterations in the strenpth und disposition of the Australian
troops in Japan, - These alterations will be disoussed with Lt. General Roberts;
commander of BCOF, on his forthooming visit to Australia scheduled for the
niddle of January.
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JAPAN

Present status of Japenese repatriation. As of early December there
renainied to De repatriated 113,500 dapanese nationals out of an original
overseas strength of 6,607,158, From Yanchurie and Soviet-controlled areas
767,113 have yet to be repatriated of which total there are 3,000 in Dairen;
201,968 in Rarafuto and the Kuriles; 65,290 in I"anchuria and L96,3L9 in
Siberia. Repatriation from Sjiberia has been drastically reduced for the winter
months due to ice clogged harvors.

Repatriates from Sovist~controlled centers continue to profess a violent
abhorrence of things Communistic.due to their treatnent at USSR hands. Soviet
propagsnda with prospective repatriates appears to have been increased and as
an integral part of that propaganda their physical living conditions have been
improved. On the surface, however, it appears that there continue to be few
Japanese arriving from Soviet territories who have become enthuslastic converts

. of Communisne. ‘

Sabotage of the Japenese econory? At the end cf the year 1947, the
Japanése econory was still in a critical state. Despite mary factors favorable
to recovery, the industrial establishment was still no more than just over Lo

~ percent of the 1930-193L level (the lovel selected by the FEC as basis for the
standard of living of pcacetime Japan); \inflation was serious, and blacl markets
rampant. Responsible leaders decried the economic crisis, but seemed rowerless
to improve the standard of living or to stismulats business leaders to greater

efforts.

The economic difficulties in Japan have resulted in several comnentators
raising the specter of internal sabotage. This sabotage is said to have in
mind the reduction of reparations and a more liberal peace treaty. If such be
the plan, there is evidence of some degiee of success. The Pauley Report,
which wus the first comprehensive survey of Japanese economy for the purrose
of determining what reparations should and could be taken, has lorg been on
the ash-heap. There are indications that even the muchh more liberal Strike
Report which was made subsequent to the Pauley Report is to be superseded by
recommendations of easier terms. In addition, two ycars after the surrender,
the US is still being called upon for sizeable shipments of essential imports,
particularly of food.

However, it seems doubtful that a concerted effort by the Japanese leaders
to sasbotage their own improvement could escape the attention of the supervisory
authorities. SCAP, well aware of the slow pace of Japanese recovery and of the
forces tending to retard it, brought to the attention of the Japanese Govern-
ment the critical condition of that country's economy in the early part of 19L7.
This action was accompanied by the "sugpestion” that drastic steps be taken to
effect an improvement. :

, Critics of the extent of Japsnese recovery may be overlooking the problens
which are inherent in the post-tvar situation, and which cannot be immediately
solved. The entive Jopanese econory is being reorganizeds. Land reform is be-
irg effecied; the industrial stzucture is being overhauled and reorganized.
Japanese recovery is dependent upon the renewal of its overseas trade, and
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time rust elapse before financial arrangcrents can be effected to enable
Japan: to procure raw materials whicit it needs for its rroduction of exports.

The truth probvably lies soasvhere tetween the extreres of concerted .
sabotage and every effort toward recovery. The Jaranese are undoubtedly -
atte:rting to keep at a miniwun removals for reparalions and to amuse world
gympathy so as to secure a soft peace. However, in general, they are working
toward the di fficult pgoal of estatvlishment of the Japanese ecoroay on a sound
basis. o .

7ax collectiors lag in dapan. Tax collections in Japan have fallen far
btehind the scheduled anount.” EBack taxes fer the current fiscal period are
reforted to acgregate about 100 billion yen. Lecause of this iar, the Firance
~iristry has alres issued bonds emounting up to 32 billion yen. @ oreaver,
note issue has already reached the unprecedented Sizure of arrroximately 230
tillion yen.

ine lailure of the Jayenese Governcert to collect such 2 large onount of
scheduled taxes is further agpravating *ne irflution, Tae deficit finarcs ng
vhich is being carried out has zlready served as a sti~ulus to serious inflatior.
The Government has atte~gted to balance the budget, but the failure to collect
“anticipated tax revenues necessarily i=poses additional inflatiorary pressure.

The most logical explanation of the unusuaily large lag in the collection
~ of taxes seems to be that the Japanese people have not yet becose adjusted to
a new forn of collection. However, tiie arrears may also be due in part to
over-estirates or to hostility to paywent to meet a budret, one-third of which
consists of occugation expenses. '

KO REA

Lack of public confidence in new Korth Korean currency. ilthough it is
not possible at this time to judge the success of the recent currencv cor- s
version in lorth Forea| there S0X1§
is a definite lack of rublic coniidence in the new currency. FhFlack market -
prices arpear to nave soared. inile holders of ration cards may purchase
goods, when availsble, in the govermment-ccntrolled stores at the surounced
low levels, persons not holdiny ration cards face real hardship. The present
black marktet jrice of rice is fron 500 to 750 yen per unit as compared to the
pre~corversion price of 300 to 500 yen and the present price in rovernment-
controlled stores of 30 yen. In additiorn, the USSZ is spending the new currency
freely. This factor ard the uncertainty as to the future value of the new
currency are reflected in the increased black market prices.-
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Internul Affairs v . :

Additional informution on the farmwtion of & "Kuordniing Derocratic
Group® in Hongkong now indicabes thot the announced progrum of this group
incluaes a) uchieveuent of rore amicuble relations with the USuR; b) unifi-
cation of deroeritic purties, including the Chinese Commnists and the Lemo-
erutic leegue; ¢) lind reform. Feng Yu-hsiung, wurlord recently expelled
fron the Kuomintang, cnd Tsul Ting-kai, leuder of u group of southern dissi-
dents, ure nou roported to be nembers of the group. 'Wlitury support remuins
unknotn; it is probubly very limited, .

Hongkong v.e also the scene of tie ojening of the third plenury
session of the Lemocrutic leugue. .ilthough the Leugue is bunned in China
proper, 4 league leudur in liongitong slated that he could not accept "dissolu-
tion oude by force", Calling tho Nationalist louders tools of US rezction-
eries, this lezder staoted thut -the Lewjue will fight to destroy the Manking -
regime. In generwl, the Lemoceratiec Leugue group in Hongkeng is thought to be
further to the left than the futher or unizition, now suppressed, in China
propcr,

The lstional Governrent's plaoned political and militury reorgani-~
zution in North Chinz is pgolng bedly. The Hopei krovineiul Government is
still in & disor_anised stite, wdith Fu Tso-yi, Metion:list militury leader
in thit province, huving assumed obligetions vhich are beyond his pover to
dischur;¢. leither Ii Tsung=-jen nor locul troops comunders are expected to
glve Fu the .hole-hewrtea cooperation which would Le one prere.uisite to the
success of Lis prosram., Fu's authority, slready seriously limited by Communist
control of lurie areus around him, is furthor conditivned by tiue fact that
his troops will huve to be spreud very -thin throush five northern provinces.
In addition, his position is camplicated by the demunds of the militury situ-
ation in lanchuria, vhere the Governcent is still endeavoring to prop up its
tottering structure by the dispatch of reinforcements that ruy ruke further
incursions into Fu's militory strength, '

Ixternal Affairs .

Feipingt's Legation uarter ws formmlly returned to China on 26
December with the signing of the necessary documents by consular officials
of the US, the UK, Frunce, Belsium und the MNetherlands, :

The depurture of the Chinese Technical liission to lizshington to
aid in the drafting of o program of US ald has been set for 14 January. It
is heuded by Fei Tsu-yl, former Governor of the Central Bank of Chima, Yu
Ta-wel, [dinister of Commnicutions, previously mentioned in connection with
the lilssion, is not comirng, - ‘

The Soviet lilitary Attache in Nanking, Gener:l Roschin, left for
loscow on 8 January, in response to & sudden summons, Generzl Chang Chi-chung
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hus revealed to US Ambassudor Stuurt the substance of & conversution ith
-Roschin just priar to the latter's depurture. The Soviet M'1litury .ttuche
Stated, according to Chung,that the USSR desired the Chinese civil vur %o
end and peace restored in China undep Chiang ilaieshek s Vhonm the Usqi recog-
nized us the only lezder capuble of accomplishing this,

China and Heng Kong have reached an anti-smuppling accord uhich
rovides that Chinese u-oducts_arrivim in Hong Kong rmst huve prior cleupe
ance with Chinese customs &nd that remittances to Hong ilong be limited,

The Soviet Consul Generw.l in Shargh:.i, through public hotification,
required «ll Yuroslavs to register ut the Soviet Consulate Genorul betieen
15 and 20 Lecember lust,

There hus been un increage in Soviet hostility cnd security pre-
cautions towurd Us official rersonnel in Chinu, with the evident intent of
closing off sourccs of inforration t:ithin the Soviet community in China,

Currency-Frices. The inflationary upspiral wms resumed during the
week by the price of rice: this cemodity reached & nei: hish of €1 31,400,000
per picul in Shanghai, The US dollar blackiurket rate in Shanghai wus po-
ported over CH 200,000 on 8 January, but recovered to 192,000 on the next -
day, This is still & substential Junp from the 152,000 level registered at
the end ot the previous veek and over 4055 higher than the rate of 2 Decenber

- 1947. The "open" (offieinl foreign exchange) rate has remained CH $90,000 since

30 Decerber, loney appears to be plentiful in spite of the governuentts
tight money }olicy and police Controls. CN { note issue is now reporied at
300 billion a diy. Unecemteinties over currency reforcs and general lack of
confidence in market improvements continue to uffect the sensitive Shunghai p
scene, .

Foreign Trude, Shanghai trude sources report thit recommendutions
dre obein; rude to the sxecutive Yuan to rodify the jrescnt Torcign exchange
regul.tions applicuule to merchandise purchased ubrozd with free exchunge,

d into China in the may stute and processed for re=export., Under the
Suggested plun exporters vould be required to sell to the governcent o
thet portion of the foreign exchunye us represented by the value of the domesg~
tic lubor und m:teriuls ‘in the finished export product, '

Finance :inister C.K, Yui &nnounced tlet the averuze monthly foreign
trade deficit during 1947 vas over US w0 aillion. , ‘

o + China and Hdng Kong have rcuched an anti-smuseling
agreepent. Chinese products erriving at leng Kong rust have Erior cleupunce
by the Chinese Customs » 4nd remittances fron: Chim to Hong Kong are to be
lmited,

et. O.K. Yul reports th.t 1947 expenditures vepe cn 310
trillion, four and h:lf tines the budget, vhile revenue vas only tiice that
of the smount budgeted, or CN {13 trillion,
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Conl Shortuge. Shanghui ecal shortupe is bordering on an aner-
gency. Repeuted disruptions in shipments of Kailan co2l to Chimang-tao
heve cut deliveries to 7,000 tons for the month ending 7 January s 35 come-
pured vith approxintely 150,000 tons in provious nonths. Althourh stock -
pilles are cecurnulating at the Xailan wnd Huainen nines ouilng to lack of
transportetion foeilities, the resorves in Shanghui are cstimted roushily atv
tio vieeks sugply. Official confurences regardins a solution are in progress,

Transportotion - Alr. An agrecrent under vhich I'njor Genorel
Chennault's China iir Trancport would be placud on tho sune comperciul level
&8 Chinz's old auir linus hus been submitted to the ixecutive Yuun for approval,
If the agrecuent is approved, this air tronspert service would concentrate on
air-lifting cargo centering runy of its operutions in the Fankew area.

U4 Fish Catehes. 4 tempgorury settlement hua been reported in
the month-old fish morket dispute. 4 decision by the Lzecutive Yuun cuthore
ises the ULl supplied, Chinese~controlled, Fisheries Rehavilitution Admini-
stration to sup, ly up to 500,000 catties (550,000 lbs) of fish to the Shenghai
mirket o rionth; catches in excess of tiis quota will be purchascd by the
Linistry of Agriculturc und the Central Trust for reeshiprent to other cities.
UNILIA considers the Yuan ruling as un unsatisfoctory coprouise since the
competition by A eutehes will thus be limited to roughly 6. of the average
monthly capucity of the rurket. This freedom from FiA corpetition vill
asuure, ot lexst temporuriiy, & middlermn monopoly over the retail price of
fresh fish Ly the well or;anized privete fishing interests. UL hes ene
dexvored to increase the supply of fish und lower Frices to the consumer,

Lilitary _

The Communists ure not, contrury to reports in the Chinese press s
withdruving northiurd from the ilukden wreu, but ure now wttuckin; in force
at Chinchow und in the area eust of Hsinmin. The Lutionulist !anchurisn
command aduits the loss of the effectise fizhtin: strength of one arty and
that thieir losses for the pust week totalled wbout 12,000 men. As « result
of thesc losses the lationalists ure not im:ecdiutely copuble of carrying
out any extensive oper.iions,

In llarth Chini, Corymnist hurrcsment continucs to irevent 'u Tso=yi
from disputching reinforceuents from his cormnd to !anchuriuz. ‘.hile Corrmnist
units nove soutlwmrd from the Shantung ieninsuls ceross the Chicotsi raile
roud, Chen Yi Lroke off his attack in the Kaifeny wree wnd now continues to
elude llationzlist efforts to trap him. ’

Ruriors continue to stute that Chen Cheng, due to ¢ stouich illness
(veriously reported as duodenal ulcers s lerforated ulcers, wnd & knife weuld), Y
will be forced to give up his joint position us Chief of Steff crc head of
the Fresident's llortheust Headsuurters, .ccording to Stuurt, Chiang Kai-
shek has ulreacy asked Chang Chihechun: to tike over the Chief of Staff office,
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PRILIPPINES

Roxas sceks actual charges of graft and corruption., In a luncheon
speech on 9 January, President Roxas apper:ed to cablnet members and key
officials to purgs the povermment of graft snd coriruption and stated
that no person should continuve in goverrment service wnless “he cen honor
the post he holds,” Roxes wrged the pross, which has become increasingly

- oritical regarding.corruption, to bring ectunl charges rather than to
- print rumors of graft, Fe explained poiniesdly thet curremt oriticism has
made foreign capital wary of imvestment in the Philippines,

Disgident leader rofuses to gurremder, Luls Iaruc, fugitive Congress=
man-cleoct and leader of the Central Luzon oprarian dissidents, kmown as
Hukbalahaps, has announcad from his hide % Hict the peasant "army” will
not surrender to the Philippize Govermms::§ thoe bringing the agrarian problem
into sharp foous on the eve of the regular cession of the Philippine Comgress»
After almost a year of silence, laruc told e lanile newspaperman, according
to an AP account: "The trouble with the Goverament’s Huk polioy is that it
is the wrong medicine for a chronic aiimcnt. The patient wiil never got woll.
The Govermment is nét dealing with a orimincl problem but a social one.”
Acousing the Roxas' administration of "soting very rmeh like a puppet of United
States imperialism,” Tarue declared that Fhilippine interest should be safow
guarded, He donownced Govermmont corruption and election "frauds" as further
"stumbling blocks to peace", The peasant lzader concluded by welooming
mediation from unprejudiced, sympathetic rien among whom he mentioned former
Senator Culogio Redriguez, Nacionalista Perty leader, and Judge Jesus. Barrera,
head of the Demooratio Alliance, .

Taruc's refusal to surrender followed closely two ourrent attempts by
governnment officlals to treat agrarian wmrest as a oriminal problem: (1) the
recent attempt by Semate Presideont Avelino to effect Tarwo's surrender by
guarantying his persomal safety and to persuade the dissident agrarian elements
to ebandon their arms and surrender in return for a promise of general ammesty;
(2) the announcement by Seoretary of Interior Zulucta, eivilian head of the
Constabulary, of a remewed drive to confisoate an estimated 200,000 wnlicensed
firearms, _

Terming Tarus's demands "prepostorous,” and plaecing the blame for ourrent
disturbances squarely on Taruc, Secretary Zulueta doelared that the governmment
could not megotiate with "an individual who defies its authority and has set
forth to subvert its essence®, Ie warned Taruc to work for his ends within .
the fremeviork of the Philipoine Constitution and Government rather than to
‘precipitate a ®bloody revolution™. Apcin demanding "unconditiomal surrender®
of Taruc and his followers, Zulueta promised that irmediately after the dissi=
dents oease their "reign of terror” in the rural areas, "all organized military
operations against them will cease",

Thether the government will continue to deal with the ugrarisn problem
as essentially o police problem will be a loy issue during %he fortheoming
session of the Philippine Congress which comvenes 26 January,
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Atomio Energy. The Australisn Govermmont is intensifying its efforts
to find raw materials capable of yielding fissionzble substances and to
ocobduct experimental laboretory work in tho use of atomio onergy, Atomio
regearch is en important elemamt in hoth the Antvaretio oxpadition end in
the Bureau of (lineral Resources® search faor 60 tcolniocal officers to survey
Australian resources, including sources of radjoactive minerals. The
Director General of lunitions, Xr. Drodridd, stated that the Govermment
planned to send somc 200 young soientistes to the UK for study at the Harwsll
atanic ererpgy base, ' ‘

Ecanomie, - In line with fustralia's need to inercass exports for dollay
earnin- pui'pascs, ¢jieial 1%-enses have basn issued to oxporters chipping
wheat to Svitzorland, the Philippimes, Brasil, ard “hanghei. while & cloer
definition of export policy amaits the results of the 12 January Fedoral
Cabinet meeting, it is unlikely that domestic consumption of such essential

requirements of cement, steel, pig irom, and woolen worsteds vill be
drastiecally altored,

A British Food l'ission is now in Australia to discuss means of inoreasing
Avgtralian food exports to the W, The Miscion®s chjicodtitos are to provide the
producer with an assured market by expanding or revising exl sting long term
contracts; and to explore the possibilities of opening new sareas for food
production through the fasilitiey of the ‘Rritish Overseas Focd Corporation,

INDONESIA

The present orisis in Indiwesis has 50X1
been caused in a large degree 'y the ratlure oi both parties to ncoept the
two anmexes of the so-0alled "hristmas Program” of the UN Good (’fiocos
Comnittee, In pgeneral both pi.-ties seem willing to acoept Amiex (e although
it tends to favor tho Dutoh s!noe it follows lines of demarcation claimed by
then since the start of their police action last Jauly. However, Aviex Two,
ordering cessation of all acfivities relating to the orpanigatiwi of states
from territory involved in ‘¢ dispute, was unacceptable to the iutuh in its
original form, Im fact on / Janmuary 1948 the NEI Government anncimesd the
formation of an Interim Fed:ral Govermment, whioch included at leas: four
stetes formed from forzer F:publican territory. In order to breal the existing
deadlook arising from failau'e to accept Amnex iivo, the US delegabini of the GOC
drew up a set of principle: rmeparding the methods by which disputed areas could
decide their pslitical fubive. At the present time it seems probabl. that both
parties will accept the lat'st points advansed by ¢0C but ocomsiderabl: diffie
osultymay be expeocted in seciring implementation of such an agreement rached
between the Dutoh end the Rcpublioc. ' '
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